With the number of uninsured people exceeding forty-one million in 2001, insuring the uninsured is again a major policy issue. This analysis establishes benchmarks for the inevitable debate over the cost of expanding coverage: How much is being spent on care for the uninsured, and where does the money come from? This information is essential for assessing how much new money will be required for expanded coverage, how much can be reallocated from existing sources, and how a new financing system would redistribute the burden of subsidizing care for the uninsured from private to public sources.
How Much Medical Care Do The Uninsured Use, And Who Pays For It?
timates exceed the scope of this analysis. Also, we do not address "crowding out," the substitution of public insurance for private insurance by people who now have private coverage. If large numbers of people switched from private coverage to a subsidized public insurance program, then the costs showing up on the government's side of the ledger would be much higher, although there would be an offsetting reduction in private payments for medical care.
Study Data And Methods
We use two independent approaches to estimate the costs and sources of payment for care used by the uninsured, because no single data source provides complete, unambiguous, and precise information. 2 One approach uses household survey data collected by the Medical Expenditure Panel Survey (MEPS). 3 MEPS is the best available household survey for our purposes because it obtains information on services used from household respondents and then contacts providers to identify amounts and sources of payment for the respondents' care. We pooled data from 1996, 1997, and 1998 and updated each year's costs to 2001 prices. 4 The second approach uses data from various surveys of providers' revenues and expenses and from government budgets and agency reports, to determine how much care they delivered to the uninsured and to identify the sources of payment. Hospital data come primarily from the annual survey of the American Hospital Association (AHA). Estimates of uncompensated care provided by clinics are derived from information collected by government agencies that contribute to clinics' funding. Physicians' uncompensated care is inferred from recent physician surveys.
Both approaches are subject to potential biases. The MEPS data may be prone to underreporting by the uninsured and subject to inherent problems of following up with providers about specific episodes of care. The MEPS estimates must also be adjusted for systematic differences in definitions and populations between MEPS and the National Health Accounts (NHA, kept by the Centers for Medicare and Medicaid Services, or CMS). The provider-based approach may be biased because existing accounting methods do not clearly identify uninsured patients or the cost of their care, and payments received by providers and allocations made by governments are seldom explicitly earmarked as paying for the uninsured.
Using two approaches provides a basic cross-check of each set of estimates. If they are relatively close to each other, than one can be more confident that the true amount of uncompensated care falls within a certain range. If the estimates are very different, then the reliability and potential sources of bias inherent in each approach must be evaluated to determine whether one approach can be judged to be closer to the true amount of uncompensated care.
Estimates From MEPS
n Estimating the cost of care for the uninsured. The MEPS estimates are based on the civilian, noninstitutionalized population under age sixty-five, excluding people covered by Medicare. 5 Newborns, people who died during the year, and people who were institutionalized for part of the year are included for the portion of the year that they satisfied the basic MEPS criteria for inclusion.
MEPS defines expenditures as "payments made for health care services," which excludes the cost of services for which there was no explicit and identifiable payment linked to a specific patient (except for services provided by public hospitals and clinics). For example, MEPS does not count provider revenues from general government appropriations to hospitals and Medicare and Medicaid disproportionate-share hospital (DSH) payments, since they are not payments for specific patients.
n Data adjustments. MEPS' unique definitions and methods for measuring expenditures lead to much lower national health spending estimates than those reported by the CMS. To correct for MEPS's systematic underreporting, we used information from a detailed comparison of the MEPS and NHA estimates to develop an adjustment factor to align the MEPS estimates with the NHA. 6 We first subtracted the estimates of Medicare spending from both sources, since they are not direct payments for care received by the uninsured. We also subtracted from the NHA expenditures attributed to the Department of Defense for military personnel, revenues from non-patient care activities reported by health care providers, and spending for long-term nursing home and long-term hospital care, which are not likely to be included as covered services by a program to extend coverage to the uninsured. These adjustments reduced the NHA spending total from $912 billion to $556.1 billion. The MEPS/NHA adjustment factor we used to inflate the MEPS estimates is 1.25, the ratio of the revised NHA expenditure level to the comparable MEPS expenditure level.
We collapsed the sources of payment identified by MEPS into five groups: self (out-of-pocket), private insurance (including Tricare, CHAMPVA, and workers' compensation), public insurance (Medicare and Medicaid), other public sources (Veterans Affairs, or VA, other federal programs, and other state and local programs), and other sources (other private and other, unknown source). 7 Information on insurance coverage is reported on a monthly basis, which enabled us to distinguish full-and part-year uninsured and to identify insurance payments for people with part-year coverage.
We also adjusted the MEPS data to include an estimate of uncompensated care from private providers. (MEPS imputes the cost of uncompensated care provided by public hospitals and clinics.) The estimate was based on the question, "How much would providers have been paid if the uninsured had been covered by private insurance?" The difference between this estimate and the amount providers actually received in payment from explicitly identified sources other than private T h e U n i n s u r e d or public insurance is an estimate of the value of care delivered by private providers with no explicit payment linked to a specific patient. 8 We generated the amount of expected payment using MEPS data on total charges for both privately insured and uninsured people. We calculated the ratio of payments to charges for those with full-year private insurance coverage and then applied this ratio to the total charges for care received by people who were uninsured for at least part of the year. (Charge information is provided even if there is no payment.) Overall, payments (from all sources, including out-ofpocket) for care received by the full-year privately insured covered 81.5 percent of providers' charges for that care.
We applied this ratio to the total charges for care received by the full-and part-year uninsured, excluding care paid for by private insurance, public insurance, or other public sources, to estimate the total payments that providers would have received if the uninsured had been covered by private insurance. This calculation produced an estimated "expected" payment of $54.6 billion. Actual total payments from these sources (self, other private, and unknown) made for the full-and part-year uninsured were $38.8 billion, which implies that $15.8 billion of uncompensated care was delivered by private medical care providers.
n Amount of "uncompensated care" provided. Exhibit 1 presents the estimates of medical care spending by insurance status and source of payment. People who were uninsured during any part of the year received $98.9 billion in care, of which $34.5 billion was "uncompensated care" (that is, not paid for either out of pocket or by a private or public insurance source). This represents 35 percent of the care received by the uninsured but only 2.8 percent of total personal health care 9 The other 65 percent was paid for out of pocket and, mainly for the part-year uninsured, by private and public insurance sources. Uncompensated care accounted for 60 percent of the care received by the full-year uninsured, with almost all of the rest ($14.1 billion, or 35 percent) paid for out of pocket. The part-year uninsured also received a substantial amount of uncompensated care, $9.9 billion, which accounted for 17 percent of their overall care.
Even taking uncompensated care into account, the full-year uninsured received about half as much care ($1,253 per person) as the privately insured received ($2,484). While some of this difference is attributable to differences in age and health status between the two groups, research that takes these factors into account still finds about a 50 percent differential. 10 Thus, even though uncompensated care is the primary source of care for the full-year uninsured, it does not make up for or offset the effects of being uninsured on access to and use of care. 11 n Sources of financing. Including uncompensated care delivered by private providers, private sources appear to account for just over 81 percent ($28.1 billion) of all uncompensated care (Exhibit 2). However, this greatly understates the role of governments because, as shown below, private providers receive sizable government funds to cover the costs of the uncompensated care they provide. Among explicitly identified government sources, the VA is the largest single source of funding, although these public sources exclude tax appropriations, government grants, and Medicare and Medicaid payments to private hospitals and clinics for care of the uninsured. 12 This proportion is slightly higher than the 6.0 percent reported in 1998, but it has been relatively constant over the past decade. Applying the CMS projection of a 13.3 percent increase in Medicare hospital payments between 1999 and 2001 produces an estimate of $23.6 billion in uncompensated care costs in 2001. 13 n Clinics and direct care programs. Freestanding clinics and health centers that are part of the health care safety net are a major component of the medical care system used by the uninsured. 14 These providers are both privately and publicly owned, and they receive funds from all levels of government as well as from private sources, including payments from patients. While many of these clinics serve substantial numbers of low-income people, not all of their users are uninsured. For example, although 88 percent of the patients served by federally qualified health centers (FQHCs) have incomes below 200 percent of the federal poverty level, only 39 percent are uninsured. 15 We obtained data from the major federal programs that provide grants to clinics and health centers: the Bureau of Primary Health Care, the Maternal and Child Health Bureau, the HIV/AIDS Bureau, and the National Health Service Corps. We also obtained budget information for the VA, the Indian Health Service, and local health departments, all of which provide care to the uninsured. 16 To the extent possible, we obtained information on budget percentages allocated to medical services and the proportions of charges or users identified as uninsured or self-paying. The latter was used to estimate the share of spending devoted to the uninsured.
Estimates From The Provider-Based Data
We estimate that community health centers and other direct care providers delivered $7.1 billion in care to the uninsured in 2001 (Exhibit 3). The VA accounts for more than half of this total. Centers that receive support from the Bureau of Primary Health Care are the next-largest source of care for the uninsured.
n Uncompensated care from physicians. We used two different studies to estimate the value of uncompensated care provided by physicians. An analysis of data from the American Medical Association's (AMA's) 1994 Socioeconomic Monitoring System found that 67.7 percent of physicians provided some uncompensated care and that those physicians spent an average of 7.2 hours per week delivering that care. 17 Using an estimate (from the same study) of physicians' average gross earnings per hour of $105 and inflating to 2001 prices produces an estimate of $9.1 billion in uncompensated care delivered by physicians. Another study, using different survey methods, found that physicians spent 2.6 hours per week in uncompensated care in 1999. 18 Based on gross hourly earnings of $105, we estimate the total value of uncompensated care in 2001 from this source to be approximately $4.5 billion. Some of the difference between the two estimates may reflect a true decrease in physicians' uncompensated care, and some may reflect differences in survey design. A midrange estimate based on both studies would be $6.8 billion. Excluding an estimate of the amount of uncompensated care provided by salaried physicians employed by hospitals and clinics, which would be included in the previous estimates of hospital and clinic care to the uninsured, reduces the estimate of physi-cians' uncompensated care to $5.1 billion. 19 Combining the estimates for hospitals, clinics, and physicians produces a total estimate of $35.8 billion, which is only $1.3 billion more than the estimate of uncompensated care generated from the MEPS data. 20 what governments spend on care for the uninsured through either direct care programs or appropriations, grants, and payments to providers, we rely primarily on information from providers on the sources of their revenues that can be attributed to or justified by care to the uninsured. These estimates "get behind" the undifferentiated estimates of uncompensated care from the MEPS data and overall hospital uncompensated care from the provider data.
In developing the provider-based estimate of uncompensated care, we identified two major pieces of the funding-sources puzzle: private physicians' uncompensated care, which represents $5.1 billion in private funding; and government grants and appropriations for clinics, the VA, and the Indian Health Service, which account for almost all of the $7.1 billion in uncompensated care delivered by such providers. Together, these two sources make up 35 percent of the funding for uncompensated care.
The funding sources for the remaining 65 percent, which is provided by hospitals, are more difficult to identify and require making assumptions about purposes and allocations of funds that are potentially available to cover the cost of uncompensated care. In particular, Medicare and Medicaid make payments in several different ways that are intended to help hospitals care for the uninsured. But these payments usually serve other purposes as well, and the share devoted to actually providing care to the uninsured must be estimated. We also assess state and local governments' payments to hospitals and private sources of support for hospitals' uncompensated care. n Medicare and Medicaid. Medicare and Medicaid make substantial hospital payments arguably intended to offset some of the costs of uncompensated care. Under Medicare's prospective payment system (PPS) for hospital inpatient services, a DSH adjustment is applied to the payment rate for hospitals that treat a large share of poor patients. 21 Hospitals received an estimated $5.0 billion in DSH payments in fiscal year 2001. 22 The justification for these payments has increasingly been the need to protect those hospitals that serve a disproportionate share of low-income patients and are financially stressed and at risk of closing. The DSH payments are a way of preserving access for Medicare beneficiaries.
Medicare hospital payments also are adjusted for the indirect costs of graduate medical education (GME) programs through the indirect medical education (IME) adjustment. However, it has been estimated that the IME adjustment overcompensates hospitals by about one-third to one-half for teaching costs and that these payments also support teaching hospitals' care of the uninsured. 23 IME payments in FY 2001 were estimated to total $3.7 billion. 24 If these payments are indeed one-third to one-half greater than justified by teaching hospitals' higher costs, the remaining $1.2-$1.9 billion may be viewed as additional subsidies for teaching hospitals' social missions. (Medicare also paid an estimated $2.1 billion in FY 2001 to reimburse teaching hospitals for the direct costs of their GME programs, but because these payments are tied directly to physician training, we do not include them in our tabulation of hospital payments for care of the uninsured.) Overall, we estimate that Medicare's payments (through the DSH and IME programs) to support hospitals that treat poor and uninsured patients are between $6.2 billion and $6.9 billion a year.
Medicaid also earmarks substantial funds to support hospitals that treat a large number of poor patients. In FY 2001 the federal government contributed an estimated $8.9 billion to Medicaid DSH payments, with states contributing approximately $6.7 billion more. 25 However, some of the federal payment either goes to mental hospitals or is returned by providers to state treasuries and thus does not contribute to acute care. In addition, an unknown portion of the state contribution represents intergovernmental transfers and other financial transactions that may result in no net increase in state spending. Based on a recent survey of states, we estimate that 75 percent, or $6.7 billion, of the federal share is paid to general hospitals and that 25 percent, or $1.7 billion, comes from state general funds. 26 Therefore, the amount of DSH spending that appears to be available for the uninsured from both federal and state payments is $8.4 billion.
The use of supplemental, or upper payment limit (UPL), mechanisms is a newer approach to targeting additional funds to selected hospitals by raising their payment rates for the services they provide. As in the case of Medicaid DSH payments, there is often no net increase in state spending because of the use of intergovernmental transfers. 27 Nursing homes and hospitals received an estimated $11.6 billion through this mechanism in 2001. 28 The estimated federal contribution to these mechanisms was $6.6 billion, and the nominal state contribution, about $5.0 billion. Based on a recent survey, we estimate that hospitals receive $0.9 billion in revenue through federal payments and an additional $0.3 billion in state general fund revenue, or a total of $1.2 billion. 29 Total federal spending on Medicaid DSH and UPL payments that arguably go toward uncompensated care is therefore about $7.6 billion after payments to mental hospitals and nursing homes are excluded. The state contribution to this spending is about $2.0 billion, which reflects our assumptions about the use of phantom payments in attracting federal revenues in these categories. 30 n Payments by state and local governments. Hospitals receive payments from state and local governments in the form of tax appropriations. The Medicare Payment Advisory Commission (MedPAC) treats these funds as reimbursement for care provided to uninsured patients. In 1999 hospitals received $2.7 billion in tax appropriations from state and local governments. 31 This amount probably exceeds actual state and local support for uncompensated care, because there is no information on the purpose for which these revenues were intended. However, we know that they tend to go to hospitals that are major providers of uncompensated care in their communities, so even if they are not earmarked as support for uncompensated care, they probably serve that purpose to a large extent. Applying the CMS's projected 13.3 percent increase in hospital spending between 1999 and 2001 yields an estimate of $3.1 billion from state and local governments' tax appropriations as support for hospitals' uncompensated care costs in 2001.
Another component of state and local government spending for uninsured patients is local indigent care programs, which presumably would not be necessary if there were other sources of insurance for these people. Hospitals provided a total of $3.8 billion in health care to enrollees in public programs other than Medicare, Medicaid, and military health programs in 1999. 32 Applying the CMS's 13.3 percent projection factor yields an estimate of $4.3 billion for 2001.
n Private funding of hospitals' uncompensated care. Private funds to support hospitals' uncompensated care costs can come from two sources: the financial surplus hospitals may earn from care to privately insured patients or from nonclinical activities, and private philanthropy. The latter represents a fairly small source of hospital revenues, about 1-3 percent, and is often directed to activities that benefit all patients, not just the uninsured. 33 To estimate the amount of philanthropic revenue potentially available to support the cost of uncompensated care, we assumed that 2 percent of community hospitals' revenues in 2001 ($7.8 billion) came from philanthropy. 34 Hospitals' uncompensated care represents about 6 percent of hospitals' expenses. If we assume that a somewhat higher proportion of philanthropic revenues-say, 10-20 percent-is allocated to support uncompensated care, then the amount used to pay for uncompensated care in hospitals from this source would be $0.8-$1.6 billion in 2001.
Although declining over time, hospitals' financial surplus from private insurance in 1999 was $17.4 billion. 35 However, it is difficult to determine how much of the private surplus contributes to uncompensated care. Some hospitals with large uncompensated-care burdens and small surpluses may allocate the entire surplus to offset uncompensated care, while others may have surpluses well in excess of their uncompensated-care load.
We also know that the surplus from privately insured patients is not distributed across hospitals in proportion to the amount of uncompensated care they provide. In fact, past studies suggest that the two are inversely related: Hospitals with high levels of uncompensated care tend to have low proportions of privately insured patients. For example, a recent study of urban hospitals in nine states in 1994-95 found that 10.3 percent of safety-net hospitals' patients were either selfpay or charity cases and that 19.9 percent were privately insured, while only 4.1 percent of non-safety-net hospitals' patients were self-pay or charity cases and 38.8 percent were privately insured. 36 Given these discrepancies between shares of uninsured and privately insured patients across hospitals, it seems reasonable to assume that only a portion of the private payer surplus is being used to pay for care to the uninsured. If we assume that 10-20 percent of the profit from care to the privately insured subsidizes the cost of care to the uninsured, then the approximate amount of this subsidy in 2001 would range from $1.5 billion to $3 billion.
Exhibit 4 summarizes the estimates of funds potentially available to pay for the cost of uncompensated care provided by hospitals. In total, we estimate that $25.9-$28.2 billion was potentially available to hospitals to offset the reported $23.6 billion they spent for uncompensated care. Given that government money is not perfectly targeted to hospitals in proportion to the amount of uncompensated care they provide, it seems reasonable to assume that $2.3-$4.6 billion in available private funds also supports the cost of uncompensated care. The balance of the financing of uncompensated care would then come from government sources. Some share of this may be misdirected-that is, some hospitals get more in government support than they provide in uncompensated care. Nonetheless, governments allocate $23.6 billion to hospitals primarily with the intent of providing care to the uninsured. The federal government provides $14.2 billion of this total, and state governments, $9.4 billion.
Exhibit 5 summarizes the estimated sources of funding underlying the $35 billion in uncompensated care in 2001. Governments spent $30.6 billion. Physicians' donated time and forgone profits, and hospitals' philanthropy and profit margins, were responsible for $7.5-$9.8 billion (21-28 percent) in private funding of uncompensated care. The federal government provided $19.9 billion, primarily through DSH, UPL, and IME payments to hospitals through Medicare and Medicaid, and through the VA. State and local governments spent $10.7 billion, allocated primarily to hospitals through tax appropriations and indigent care programs.
These estimates of funding sources exceed the amount of uncompensated care we have estimated. Some government payments may be poorly targeted or, alternatively, our estimate of uncompensated care may be too low. Nonetheless, we es- timate that $30.6 billion of government money is "in the system" in the name of the uninsured.
Discussion And Policy Implications
Using two independent sources of data, we estimated that uninsured people received $35 billion in uncompensated care in 2001, or about 2.8 percent of total personal health care spending. Including the amount of uncompensated care, people who were uninsured all year averaged $1,253 per person in medical care costs. In contrast, people with full-year private insurance coverage received almost twice as much care. Thus, uncompensated care does not fully substitute for the lack of insurance, a result that is highly consistent with recent literature reviews that document sizable differences in health outcomes between the uninsured and the insured. 37 We also estimated that governments finance most of the uncompensated care received by the uninsured, spending about $30.6 billion on payments and programs largely justified to serve the uninsured and covering possibly as much as 80-85 percent of uncompensated-care costs through a maze of grants, direct provision programs, tax appropriations, and Medicare and Medicaid payment addons. Most of this money comes from the federal government, primarily through Medicare and Medicaid, followed by state/local tax appropriations for hospitals, Medicaid DSH and UPL payments, and the VA's direct care programs. To place these estimates in perspective, total government spending in the name of the uninsured is considerably less than government spending on Medicare ($247 billion), Medicaid ($226 billion), and tax subsidies for private insurance ($138 billion). 38 n Who benefits from increased spending? Most of the money for uncompensated care goes to hospitals, which deliver about two-thirds of such care. If all people were fully insured, hospitals would be the biggest beneficiaries, after the uninsured themselves, since they provide the majority of uncompensated care. Physicians, however, account for more than half of the private subsidies that underwrite the cost of uncompensated care. They too would benefit substantially from expanding insurance coverage to all Americans.
Since most of the current subsidies for uncompensated care come through Medicare and Medicaid payments and state/local tax appropriations to hospitals, it should be possible to transfer much of these funds to a new program to subsidize the cost of providing coverage for the uninsured since these programs' constituents are not primarily uninsured people. If care were financed primarily through federal revenues, then state and local governments would be relieved of a major source of countercyclical financial pressure on their budgets, since the demand for uncompensated care tends to go up during recessions, when state and local governments' revenues tend to decline. Medicare and Medicaid would also benefit by being better able to rationalize their program payments to address the needs of their primary beneficiaries, rather than having to distort payments to certain providers to help pay for uncompensated care delivered to the uninsured. n Targeted insurance versus a patchwork of programs. Another reason to prefer insurance over a patchwork of indirect and hidden subsidies to pay for uncompensated care is that payments would move with people and would be much better targeted to the providers actually providing the care. Current methods for allocating subsidies to hospitals, while generally on target, still overpay some institutions and underpay others relative to the amounts of uncompensated care they provide. 39 Money that pays for uncompensated care provided by the VA and for clinics and special care programs supported by government grants would be harder to reallocate, since these programs serve populations with special needs that might very well persist even with full insurance coverage. In the case of the VA, which accounts for almost $4 billion of the $7 billion in care delivered by direct care programs, the issue is complicated by the long history of its health care program. However, if uninsured veterans were eligible for subsidized public insurance, they would have much more freedom to make their own decisions about whether to receive care from the VA or from other providers. Over time, their behavior would undoubtedly affect the VA budget process. E s t i m at i n g h ow m u c h c a r e the uninsured would use if they had coverage is beyond the scope of this analysis. This estimate depends on how the coverage expansion is structured and, in particular, how much current payers (including the uninsured themselves) would be expected to contribute. Our analysis demonstrates that a fair amount of money is already in the system and that a substantial portion of the cost of covering the uninsured is potentially available from existing government sources. Adding in $13.8 billion in public insurance spending for people who are uninsured for part of the year (Exhibit 1), about half of the existing money spent on the uninsured already comes from governments.
